Crowdfunding is an innovative form of financial support that is increasingly used around the world. Crowdfunding can provide a new investment channel and help those with innovative ideas and start-up businesses to circumvent traditional financing struggles and secure alternative finance. This paper presents an overview of crowdfunding, its fundamentals, and its main participants. Specifically, it explores the characteristics of crowdfunding in Saudi Arabia by examining the first and successful crowdfunding platform (Manafa) to be licensed by the country"s capital market authority. This paper shows that the sole applicable model in Saudi Arabia is equity-based crowdfunding, and this is significantly controlled and operated under a more efficient legal framework than much foreign crowdfunding. However, the Saudi market would benefit from greater awareness of crowdfunding as a new investment channel, and from the introduction of the debt-based crowdfunding model in accordance with Saudi market regulations.
Introduction
The launch of a parallel equity market (Numo) as a platform for small and medium-sized companies (SMEs) was aligned with key goals of the Saudi Vision 2030. By the year 2030, the national plan aims to increase SMEs" contribution to GDP from 20% to 35% (Note 1). However, it is not easy for SMEs to satisfy the listing requirements for Numo for several reasons. For example, Numo is restricted to qualified and accredited investors only, the proportion of shares to be owned by the public must be no less than 20%, and market value of businesses must be at least 10 million Saudi Riyals.
The new and innovative technology-based financing tool called crowdfunding can sometimes respond better to the needs and gaps in current arrangements for the funding of entrepreneurial enterprise than the services currently provided by conventional financing methods such as venture capitalists, angel investors, and banks (Christensen, 2013) . Crowdfunding operates by raising via the internet a small amount of money from a wide range of individuals, and each offering runs for a specific period of time in order to achieve the required amount of money.
Claims that crowdfunding is rapidly becoming the main source of start-up funding are supported by a significant body of literature. Almost $1.5 billion was raised in 2011 from more than 1 million crowdfunding campaigns. In 2012 the value of the UK crowdfunding market was estimated at $303 million. Collective finance companies managed to raise $16.2 billion in 2014, and the World Bank expects collective finance companies to raise $96 billion in 2025. See (Davis, 2012; Hollas, 2013; Manchanda & Muralidharan, 2014; Crowdfunding Industry Report, 2012) .
Additionally, and according to an International Monetary Fund (IMF) report published in 2012, the collective financing opportunities in developing countries are larger than those of developed countries. The crowdfunding market in Saudi Arabia is expected to reach more than 4.4 billion Saudi Riyals in the next few years, according to World Bank estimates. The capital markets are still, in many aspects, working to rules and regulations developed for the financial capital markets in Saudi Arabia, with the primary objective being to satisfy the goals of Saudi Arabia Vision 2030, in which SMEs have a strong role in the growth of Saudi Arabia"s economy. called the financial technology laboratory, to develop the financial sector and exploit financial technology for the benefit of financial markets. In July 2018, the CMA gave each of two companies a financial, technical experience permit, which allows them to test the collective funding model. Those companies are called Manafa Capital and Scopeer. The CMA is currently studying applications for other permits.
As far as this author is aware, this is the first paper on crowdfunding in Saudi Arabia to provide an overview of crowdfunding fundamentals and discuss the characteristics of crowdfunding in Saudi Arabia by examining the country"s first crowdfunding platform, Manafa.
Literature Review
Crowdfunding is expressed as an effort where a huge amount of business capital is collected from few investors, while interested parties in the business are connected through the internet (Danmayr, 2013; Piliyanti, 2019) . Hope and Vyas (2017) argued that crowdfunding enables firms to obtain external finances and funds required at the inception of the project. Various studies indicate that it serves as a great advantage to the Small and Medium Enterprises (SMEs) as bank lending is decreased as a result of financial disruptions (Andrieş & Ursu, 2016; Martínez-Climent, Zorio-Grima, & Ribeiro-Soriano, 2018) . For instance, Wahjono, Marina, and Widayat (2016) highlights that crowdfunding is particularly useful for SME as bank rejects more than half of the SME credit applications, whereas, for larger companies, its rejection rate is only 7 percent. Recurrent use of crowdfunding is superseding the conventional means of obtaining funds, which provided the initial capital to a venture. Belleflamme et al. (2014) , based on these characteristics, states crowdfunding as a crowdsourcing subset and simultaneously recognizing these as the Fintech subset.
The crowdfunding cycle (ecosystem) represents the relationships between the main three parties involved in the crowdfunding process: entrepreneurs, investors, and website providers (intermediaries). The existence of a crowdfunding platform is significant to entrepreneurs for several reasons (Beaulieu, Sarker, & Sarker, 2015) . The ease of access such platforms permit allows entrepreneurs to post a description of their idea or project online at a crowdfunding site, and thus to expose that idea to a large number of potential investors, all at once (Gerber et al., 2012; Khan & Baarmah, 2017; Ramsey, 2012) . If a group of individual believes in the idea, they will contribute a small amount of money to help support the project (Wojciechowski, 2009 ). Thus, the crowdfunding aspect enhances the community based on sharing a common interest and social connections (Colombo et al., 2015; Kim et al., 2008) . This contrasts strongly with other, more traditional forms of finance, where the entrepreneur proposes his/her idea several times and individually to a very limited number of potential investors, such as venture capitalists or bank fund managers.
Crowdfunding offers significant support and services for entrepreneurs. It provides pre-sale market research and marketing strategies (word of mouth), which are among the essential requirements for a start-up (Ordanini et al., 2011) . Crowdfunding services allow entrepreneurs to examine the project"s feasibility and get crowd feedback or wisdom with no additional cost. Moreover, even the traditional capital markets may look to crowdfunding as a value-added step, i.e., traditional capital markets can support the founders once they have succeeded (Burns, 2013) . So, they can use crowdfunding websites to verify whether a market exists and to explore different price points. Thus, crowdfunding has enlarged the market (Cumming & Johan, 2013) . Khan and Baarmah (2017) highlights that crowdfunding has advanced the emergence of creative platforms where various platforms reach out to entrepreneurial brands to facilitate their business operations. Several studies affirm that aspect of crowdfunding should not only be viewed from a financial perspective but also as a process that leads to the formation of innovative business models for entrepreneurs (Bendickson et al., 2017; Iršič 2017; Lehner et al., 2015; Orlandi 2017) . El Talla et al. (2018) stated that crowdfunding provides substantial benefits to the entrepreneurs and help progress the creative aspects in the entrepreneurial setting. Such as Davis et al. (2017) study on ten different pilot projects showed that the innovative aspect of the platform promotes the investors to finance different projects. It also revealed that the entrepreneurial enthusiasm drives investors" sympathy and indirectly promotes them for project financing.
There are several factors affecting the level of crowdfunding success such as the nature of project (Agrawal et al., 2011; Pitschner & Pitschner-Finn, 2014) , the functional distance between participants (Agrawal et al., 2011; Giudici et al., 2013) , project duration (Cordova et al., 2015) , the cultural differentiation between entrepreneurs and contributors (Burtch et al., 2013) . Moreover, Pitschner and Pitschner-Finn (2014) argued that considering more sociological and psychological concepts in crowdfunding activity is crucial as any individual can be a potential contributor and their behaviour can affect the success of the crowdfunding campaign . Accordingly, (Rodriguez-Ricardo et al., 2018) examine innovativeness, attitudes toward supporting each other and interpersonal connectivity as determinants of consumers" intention to participate in the ijef.ccsenet.org International Journal of Economics and Finance Vol. 11, No. 11; crowdfunding process. The results show that both social identifications with the crowdfunding community and innovativeness have a positive effect on the intention to participate.Morover, Anglin et al. (2018) on Kickstarter showed that the use of positive language and words increase the prospects of the success of the campaign. Another research by Blakely et al. (2016) showed that effective and creative pitches are more likely to attain crowdfunding success. It reflected that positive psychological capital experience is likely to improve fundraising quality and performance. Other factors that impact the success of the financial plan include the clear exit strategy, financial plan existence (Ahlers et al., 2015) . Most studies highlight that the success of the crowdfunding plan includes an understanding of the investors" characteristics (Cholakova & Clarysse, 2014; Gerber et al., 2012; Ordanini et al., 2011) .
The crowdfunding process relies heavily on technology, for example in terms of the websites used to propose an idea to a wide range of potential investors, and social media connections that can be used to research projects and the entrepreneur(s) involved and facilitated communication between the borrower and lender involve and thus conduct a decision whether to invest or not and finally to provide a third party to secures the payment process. In other words, they act as a middle man or intermediary (Ordanini, Miceli, Pizzetti, & Parasuraman, 2011) . Contributors to crowdfunding projects may feel one, or a combination of several, motivations, such as a positive feeling associated with helping others to make their dreams come true, and a sense of being selfless (Burtch, Ghose, & Wattal, 2013) . Alternatively, they may simply want to be part of the project such as personal loans, medical expense solutions, publishing and printing (Gerber et al., 2012) or want to receive a return on their investment.
Globally, there various drivers to use crowdfunding. The reward in which the investors gain in return from making a monetary contribution to support the entrepreneur is a key distinguishing feature of the various crowdfunding models: equity-based crowdfunding, debt-based crowdfunding, reward-based crowdfunding and donation-based crowdfunding (Ordanini et al., 2011) . Equity-based crowdfunding occurs when the investor receives partial ownership of an interest in the firm and thus becomes entitled to a dividend. As with any firm at the development and growth stage in its life cycle, with a higher growth rate, the payout ratio would be low to the point of approaching zero because the firm needs to keep all profit as retained earnings in order to expand. Nevertheless, the firm must prove its growth and value to the investors by retaining less of its earnings and paying a good cash dividend (Hauser & Thornton Jr, 2012) . Therefore, the distribution of profits during the first few years of operation is unlikely in start-up firms with a high growth rate.
Reward-based crowdfunding is where entrepreneurs give a copy of the product or a souvenir from the project, for example, a t-shirt, an invitation to a special event, and keychain, but offer no interest or profit to investors. Debt-based crowdfunding is when the borrowers intend to return the money invested money by contributors, who are entitled to receive an interest payment. Finally, donation-based crowdfunding is where the appreciation (thank you) is the only reward for the monetary contribution paid by the investor, who will receive no cash return. Figure 1 shows the various crowdfunding models.
Figure 1. Crowdfunding models
However, the different types of crowdfunding are not devoid of risk. Such as Kirby and Worner's (2014) study stated that the risk of default, non-payment, closing, or platform failure continues to persist across different crowdfunding platforms. Other risks identified include liquidity risk, fraud, cyberattack, and lack of transparency (Kirby & Worner, 2014) . Schwartz (2012) stresses that crowdfunding is not devoid of regulatory mechanism where different laws and procedures are required for electronic money exchange and transfer, either by credit cards or electronic prepaid cards, i.e., Paypal, Mobile Phone, CashU and more. This allows the government to regulate the activities and control different finance laundering as well as terrorist financing operations. Similarly, Deffains-Crapsky and Sudolska (2014) established the effectiveness and significance of crowdfunding for entrepreneurial innovations, emphasizing the need to introduce structured laws for safeguarding the investors ijef.ccsenet.org
International Journal of Economics and Finance Vol. 11, No. 11; against fraudulent activities. Another study by Sharma and Lertnuwat (2016) stated crowdfunding as an alternative to the financing of different business models. It showed that these platforms are heavily invested, which can drive the number of projects up and would require more regulatory control.
Every year, millions of start-ups pursue success and profit, but unfortunately, most fail. This failure can be caused by numerous factors such as lack of planning, experience, reliance on debt, and lack of capital funding. Experience plays a significant role in mitigating the risk of crowdfunding. The entrepreneurs' experience varies but tends to fall into or between two categories of experience: business experience and product experience. Business experience is an experience gained from previous business; such people have experience of how to deal with obstacles in a start-up. Product experience is gained from developing and marketing the product. Start-up founders can be rich in both kinds of experience or lacking in both or in one of them.
Methodology
An exploratory research design is adopted following a case study approach. It is selected as it helps in a comprehensive and extensive analysis of the case and its related activities (Lam & Law, 2016) . The primary motive of this research is to assess the crowdfunding growth in Saudi Arabia, precisely for Manafa. The case of Manafa is selected due to its proven success for attaining the maximum investment limit as proposed. The study, thereby, provides a profound analysis of the work relevant to the crowdfunding in Saudi Arabia. It reviews the practices of Manafa and the crowdfunding activities undergone. All the information available from the authentic sources and official websites are used for the analysis.
Analysis and Discussion
Saudi Arabia has a rapidly growing and developing an economy where, according to world development indicators (World Bank Group, 2016), the youth dependency ratio is more than 40%. This indicates an ability to become economically independent, with high potential for innovation and creativity. However, about 92% of SMEs in Saudi Arabia face obstacles in securing the funds required for their ventures (Parveen et al., 2017) . Saudi Arabia"s Vision 2030 foregrounds the contribution that SMEs can make to the growth and diversification of the economy. Therefore, the Saudi government launched a venture investment initiative comprising three programs. Currently, the only activated program is the start-up investment program, which brings together the general authority for SMEs (Monshaat) (Note 2) and various crowdfunding platforms, incubators, and accelerators such as Manafa, Wadi Jeddah Ventures, and Saudi Aramco Entrepreneurship Center. The intention is for these bodies to cover the current funding gaps of emerging businesses and to increase the productivity of such enterprises. Crowdfunding is providing a new investment channel with good returns, and for investors, this serves to diversify investment opportunities and reduce the overall risk levels of an investment portfolio. A significant body of the literature agrees that crowdfunding generally fills a gap in start-up financing, and gives investors opportunities to invest in companies on a crowdfunding platform.
The only crowdfunding model applicable in the Saudi financial marketplace is the equity crowdfunding model. This is because the experimental permits granted by the CMA to crowdfunding firms must, as well as finding the best-fit model for the Saudi market, meet its regulatory requirements, which are based on Sharia (Islamic) codes. In order to examine the success of crowdfunding campaigns (Beaulieu et al., 2015) argued that there are two ways to quantify success in crowdfunding. The first is to satisfy the maximum limit, which means that people believe in the entrepreneur's idea. (Belleflamme et al., 2016) found a positive relationship between the number of contributors and the probability of funding the project successfully. The second lies in the ability to survive and distribute profits to investors, as would be expected from investment in high-risk projects.
In Saudi Arabia, there are two authorised crowdfunding platforms, but only one of these -Manafahas proven successful because it has satisfied the maximum limit for all proposed investments. The Scopeer platform, unfortunately, did not succeed in satisfying the maximum limit for all proposed investments. However, until now, none of the SMEs funded through Manafa has distributed any dividends, due to their high growth rate. Thus far, Manafa has yielded four successful campaigns and is now considering more and diversified investment opportunities. However, the four campaigns in question sought funds to expand an already existing business, not a start-up, which substantially minimised the risk. Table 1 reports the main aspects of the shares offering for the four campaigns successfully funded via Manafa. Market value is equal to the offer price multiplied by the number of shares ex-ante the offering. In the Saudi market, the valuation must be made through the Saudi authority for accredited valuers (TAQEEM), who apply international valuation standards to increase community trust and awareness in the valuation profession.
Previous studies have argued that setting the market value of the start-up before the crowdfunding campaign starts can be inefficient (overvalued/undervalued) due to the difficulty of estimating some parts of the business.
To circumvent this, Manafa allows a specified number of shares during the campaign and requires accredited valuers to evaluate the start-up firm. The offer price is the price at which a company is offering the issued shares to the contributors. The amount of funding raised is the offer price multiplied by the number of issued shares. Ownership percentage is the percentage of the number of shares ex-post the offering owned by the contributors. Finally, the offering period is the period of time needed to satisfy the maximum limit (i.e., for the funds required to be raised).
There are two approaches to determining the level of risk in each of the crowdfunding models. In the first approach, in which the size of the firm is used in determining the level of risk, a larger size leads to more complicity, and that will cause an increase in the risk level. The second approach uses the amount of contribution to determine the level of risk. When the contributor invests a small amount of their money in a start-up firm, the risk will be lessand vice versa (Beaulieu et al., 2015) . Table 1 shows that the market value for each of the four SMEs is below 10 million Saudi Riyals, which means that the funds required can be raised only through the Manafa website, and not through the parallel Saudi market, Numo. In order to be listed on Numo, the market value of SMEs must be 10 million Saudi Riyals or more.
Numo allows qualified foreign investors according to the rules for qualified foreign financial institutions investment in listed securities. However, Manafa allows only national investors, whether qualified or unqualified. This is to hedge against the risks of global investment such as currency, political concerns, language, tax, and foreign countries' regulations. Manafa is regulated differently from Numo and allows offerings to non-accredited investors.
From the investor"s perspective, start-up firms are a highly risky investment and to lower this risk, the CMA sets a minimum limit for all types of investor. For financial institutions, professional or beginner investors this is 1000 Saudi Riyals per investment opportunity. The maximum limit for all types of investor, among five investment opportunities, is 100,000 Saudi Riyals. This benefits investors because it provides an opportunity to increase the diversity of their investment portfolio.
Thus, for the four cases studied here, the minimum amount for all investors was around 1000 due to the offer price, i.e.; Albait (1015), Flicron (1008), Esracabin (1007) and Which (1080), as shown in Table 1 . However, Manafa set a maximum limit of 20,000 Saudi Riyals in each investment opportunity for novice investors, while for the financial institutions and professional investors, no limit per investment opportunity was set, to reduce the risk in already highly risky investments.
Moreover, investment in the Manafa crowdfunding platform starts at 1000 Saudi Riyals, while in venture capital, it starts at 375,000 Saudi Riyals. With Manafa, the investment decisions are made by the investors independently; the crowdfunding platform facilitates and ensures the validity of information shown through their platform.
In contrast, the venture capital fund manager makes all of the investment decisions. When raising funds through a crowdfunding platform, the entrepreneur shares no profit, while the venture capital fund manager will ijef.ccsenet.org
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According to CMA, the time period for raising the required funds via the accredited website (Manafa) is either 80 days or whenever contributors have pledged the required amount of funding. Surprisingly, in practice, we observed that the time period between the announcement of the campaign and reaching the maximum limit was between 10 minutes and 80 days. Albait was the first investment opportunity on Manafa and the offer period was 80 days, due to the newness of the investment channel. Meanwhile, Filcron took only 10 minutes to reach the maximum limit, which suggests that most of the investors were irrational and immature in terms of investment experience. Financial information is only made available at the date from which investment is open, and these investors' hasty response suggests they could not have read the financial documentation thoroughly. Equity crowdfunding is risky, due to information asymmetries and limited data being available in the public domain. As things stand, many merely gamble and so increase the already elevated level of risk surround SMEs. Publishing such relevant information before the campaign begins would increase the trust in crowdfunding platforms as well as the project itself because the investors would have sufficient time to analyse and give feedback to the entrepreneur.
Venture capital tends to invest in the technology sector more than any other industry; such investors are less keen to invest in product and service sectors (Hollas, 2013; Manchanda & Muralidharan, 2014) . Investing in the technology sector is highly risky, and the firms are less likely to survive. In Saudi Arabia, half of all successful crowdfunding campaigns are in the technology sector, which serves to increase the already high risk associated with crowdfunding as an alternative funding channel. According to the literature, it would be better to diversify the range of sectors, since diversification among sectors would mitigate the overall risk.
Collective financing faces many challenges and risks, which mostly relates to ethical issues pertaining to the crowdfunding models. Entrepreneurs deserve legal protection to prevent their innovative ideas from being stolen or used by other firms. On the other side, the contributors need legal protection against the borrower, should they fail to perform as expected (Masnick, 2014) . In the USA in 2012, the lawmakers and regulators passed the Jumpstart Our Business Startups Act (JOBS ACT) to encourage funding for SMEs. However, previous studies have shown that there is still a significant concern, and have recommended further regulation of the crowdfunding process through a balancing of protection for investors with facilitation of the entrepreneurs" activities.
Increasing the number of crowdfunding platforms would increase the competition between them, so the ability to detect fraud would become a means of differentiation. Many experts have predicted that crowdfunding would grow most quickly in developing countries, where the entrepreneurs lack access to traditional financing. Instead, crowdfunding has grown more quickly in the developed world than in emerging markets, and this has been due to the quality of regulation, corruption control, levels of trust between investors and entrepreneurs and the ease with which it is possible to do business in a country. All of these are key factors in boosting crowdfunding volumes (Rau, 2108).
In January 2018, the CMA issued financial technology experimental permit instructions to provide a regulatory framework that is conducive to the innovation of financial technology ("FinTech") in the capital market within the Kingdom of Saudi Arabia. Companies apply for the permit in order to participate in the FinTech lab, and when the company is approved by the CMA, that approval ensures legal protection from fraud cases.
The FinTech ex permit is not intended to create a risk-free FinTech environment. Rather, it aims to promote FinTech innovation in a controlled environment, within which the consequences of failure can be contained.
The CMA requires SMEs to be closed joint companies before a crowdfunding campaign can begin, in order to be under the Saudi company law and hedge against legal risks. The company law that governs joint-stock companies and offers a good standard of governance for this type, such as separation between the ownership and the management of the company, and mandatory disclosure and transparency (Note 3). This would ensure the validity of the investment process, as all of the regulations and protection policies in the Saudi financial market will be applied.
existing shareholders the right to buy new shares and voting rights that allow the investors one vote per share.
